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MORGAN STANLEY

Pushing the Analysis One Step Further: Incorporating Multiple Variables

We recognize that investors tend o fook ot more than one Interestingly, there is significant overlap between stocks
vartable when making an imvestment decimion. Therefore, attractive in this analysis and in our single-variable studies.
we have approached valuation of telecom stocks using a set KPN. US West. NYNEX. and TeleDanmark. for instance,
ofinputs. When we use EPS)EPS crowih and a risk all screen attractive. Also. Singapore Telecom continues to
adjuster as mputs for determining stock prices, we can screen tully valued. Cable & Wireless' attractiveness is
mmprove on the correlations even turther. fn this analysis captured more successfully in this analysis, in our view.
‘or the mature telephone compantes. the contidence tactor ;
T . Table 9
nereased 10 86,99 | indicating the combinauon ot these . . .
o N Regression Output Incorporating Multiple
imputs 1s ¢ meaningtul determinant ot valuaton. .
Variables
. . . . R Constant 96299619
Table ¥ provides a list of stocks and varnables — 19915 Std Errof Y Esi 7 6700763
carmings per share, Morgan Stanles s estimates tor hive-year R Square:t 86.9%
b . No of Gbservations 29
EPS growth rates. and betas — 1n our mulu-variable Vb Dervitions :
- ) ) Degrees ¢f Freedom 25
approach  Not only 1s the confidence tactor over 85%. but
. . . QQ - ”
carnings and carnings per share vrowth provide statistically Eamings 1994E EPS Bea
feant results. We have turther sed the correl: X Coefficient(s) 13701373 0542107 1324774
stgnihicant results. We have turther uscd the correlation to Std En of Coel L 1293073 0308280 1 % $101092
provide a set of predicted prices tor the stocks based on the T-Staust: 12,1326 1 7584882 -1 5567062
imputs. These are also outlined in Tuble ¥
Table ¥
Multi-Variate Regression Results
Price 1994E EPS Predicted Predicted Percent
on 9/30/94 (n USS) Syr Growth Beta Price Change
AIT 41 8% 2.90 6 0.77 $42.42 1.3%
BEL 313 355 3 077 5241 -1.4
BLS SRS 415 5 0.77 59.54 2.4
NYN 37 8% 293 3 0.75 4255 12.3
SBC 418 2.67 ) 0.81 40.36 227
USW 393y 29 7 075 43.22 98
GTE 028 2.3 7 0.87 31396 3
BCE 16 29 238 5 043 3928 s.3
BTY S9 63 L 66 0.9 5335 -105
CWP 19 28 e 153 0.43 27.96 45.2
TEF 39 RY 24 99 0.76 37.81 -5.2
KPN 0 Ts 24 15 0.94 38.60 255
HKT 203 | 16 .68 23.00 12.8
ST AR 03 i6 0.87 13.63 -423
FON et 2 4% s 0.9 19 82 3.1
MOIC AR 14 6 11t 2278 -5.6
PAC 118N 2.6 4 1.02 3391 6.4
T S16d 128 N 0.93 4814 115
LDDS 2 [0S 8 0.84 22.65 6.6
AT TR 6 1 0.87 25.99 -4.2
TMX ARIRN 0 5 1.21 8394 2.4
CTC AL 176 9 0.99 72.03 -18.6
.o S402 283 27 i 49.09 9.1
PLDT 60 2% 7Y 2 I S3.49 113
NZ Tel 0 204 o2 09 3193 327
Telef Arg n o 03 24 iy 12.59 8.5
Telecom Arg HS% 026 20 L 9.46 438
Tel Malay 787 021 45 12 $20 78 164.0%

E = Morgan Stunlev Research Estimates. except GTE, BCE T, LDDS, AT. TLD. and NZ Tel which are First Call consensus estimales
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Does a Diversified Telecom Portfolio Really Pay Off?

Does investing in a diversitied portfolio of telecom names
really pay off, or is it better to focus on one region? The
experience of 1994 10 dute s revealing. On a market cap
weighted basis. telephone companies in the Asia Pacific
region (excluding Japan) gained 9.38% while Latin
American telcos have gained 1.37% . [n contrast, the U.S.
declined 3.4% and the European sector fell 2.2% in value.

Ot course it has not always been thus — that Latin
American and Asian telcos have outpertormed their U.S.
and European counterparts. Telecom investors will
remember the time when "'plain vanilla" telcos oftered the
richest (and surest) rewards. The tact that different

telephone companies and different regions have nearly all
at some point or other had their respective day in the sun
simply underlines the virtues of global investing: there is a
relativelv low degree of correlation in performance between
different regions, and very low degrees of correlation
between different emerging markets (Table 11).
Furthermore. we suspect (although we have not yet
collected the hard evidence) that there is also a relatively
low correlation between what we consider "mature"
telephone company performance and "emerging/growth'
telephone company performance, whatever the region. We
look forward to exploring this issue further. In the
meantime, the recommendation is clear: diversify.

Figure 18
Global Telecom Stocks
Price Performance by Region
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Table 10
Low Correlations Across Asset Classes

Monthly Dollar Returns ( 1970-1990)

Correlation S&Pp Gov't Japan Venture Foreign Emerging
Matrix 500 Bonds Stocks Capital EAFE Bonds Markets
S&P 500 100

Gov't Bonds 031 1.00

Japanese Stocks 027 0.20 1.00

Venture Capital 078 0.14 011 1.00

EAFE 048 0.26 0.86 0.2 .00

Foreign Bonds 013 033 0.39 -0.17 0.36 1.00

Emerging Markets 22 -0.02 0.18 0.13 0.28 -0.28 .00

Source: Morgurn Stunley Research

Table 11
Low Correlations Across Emerging Markets

Latin Amenca and Asia 0.33
Brazil and Argentina -0.21
Chile and Mexico 0.35
India and Pakistan 0.20
Indonesia and Thailand -0.03
Nigena and Zimbabwe -0.02
Turkey and Greece 0.14

Within the last three years, Morgan Stanley & Co. lncorporated and/or its affiliates managed or comanaged a public offenng of the secunties of AirTouch,
AT&T. BellSouth. Bnush Telecommunicauons. GTE, Indosat. KPN. Millicom. Nextel, Nippon Telephone & Telegraph. NYNEX. Southwestern Bell, Telebras,
Telecom Argenuna. TeleDanmark. Telefonica de Argentina, and US West.

Morgan Stanley & Co. [ncorporated and/or its affiliates make a market in the secunities of British Telecommunications, Cable & Wireless, MCI Communications,
Nextel, STET. Telecom ftaha, Telefonica de Espana. and Vodaphone

Morgan Stanley & Cu Incorporated and/or its affiliates or 1ts employees have or may have a position or holding in the secunties. options on securities, ot other
related investments of 1ssuers mentioned heretn

To our readers 1n the United Kingdom  This publication has been issued by Morgan Staniey & Co. Incorporated and approved by Morgan Stanley & Co.
Internauonal Lid . 2 member of The Secunties and Futures Authority. Morgan Stanley & Co. International Ltd. and/or its affiliates may be providing or may have
provided significant advice or investment services, including investment banking for any company mentioned in this report. The investments discussed or
recommended in this report may be unsuitable for investors depending on their specific investment objectives and financial position. Private investors should
obtain the advice of their Morgan Stanley & Co. Intermational Lid. representative about the investments concerned. The price or value of the investments to which
this report relates, erther directly or indirectly, may fall or nse against the interest of investors. Where an investment is denormnated in a cutrency other than
pounds sterling, changes 1n rates of exchange may have an adverse effect on the value, or price of, or income derived from the investment. Past performance 1s not
necessanly a guide 1o future pertormance  Income from investments may fluctuate. This publication 1s disseminated in Singapore by Morgan Stanley Asia
iSingapore) Pre Lid
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